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AUDITOK-GENEKAL 70 THE NOKTHERH CAPE PROVING li 
LEGISLATURE AND THE COUNCILOR KGATELOPELE LOCAL MUNICIPAlTtY 

REPORT ON THE FINANCIAL STATEMENTS' 

Introductiori 

^ ' or^on^agls wWrh rTm'®' Kgatelopele Local Municipality set 

an iiinf onn * 1 ,° comprise the statement of financial position as at 

30 June 2013, the statements of financial performance, changes in net Lsets the 

enderandlheTo^tes® ro a^^^l amounts and cash flows for the' year then 

other exSato«VmaI"n^ " ^'=^°^nting policies and 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
hnancial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
unicipal Rnance Management Act of South Africa, 2003 (Act No 56 of 2003) (MFMA)and 
D ^sion of Revenue Act of South Africa, 2012 (Act No. 05 of 2012i (Sand Kh 
nrenef aocounting Officer determines is necessary to enable the 

E fr^uVor emor -"i^^'^tement, whether 

Auditor-General’s responsibility 

ranSim^Ihe = financial statements based on 

No 25 of 20 S 4 ) TpmI’ fhe 2004 (Act 

c* ' ef j A Genera! Notice issued in terms thereof and International 

andards on Auditing. Because of the matters described in the basis for disclaimer of 
opinion paragraphs, however. I was unable to obtain sufficient apprc^^riate ^ 
evidence to provide a basis for an audit opinion. appropnate audit 

Basis for disclaimer of opinion 

Property, plant and equipment 

L®"®*"'® *? Sufficient appropriate audit evidence regarding property plant 

to confim »f "h T *^® did not provide sufficient supportfng documentation 

to confim the balance of property, plant and equipment, FurtherLre I couW not 

‘'^® ® '®ck of information on the asset register^ The asset 

"’CHicipality did not contain sufficient and appropriate information such 
fis dumber, to permit the identification of each inZdlTassefor 

after^a^e ‘'® equiSn by ‘ 

Revenue from exchange transactions 

5 , I was unable to obtain sufficient appropriate audit evidence for service charaes and 

iccTum for m^nuL'^H"" '^®® ®" ®y®'®'d of fnS con^to 

conf^m keeping for all revenue charged. I was unable to 

service charges by alternative means. Consequently I was unable to detprmini= 

R22 354 relating to service charges stated at R24 674 345 (2012 

R22 354 204) in the financial statements was necessary. 
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Irregular expenditure 


6 . 


The municipality made payments in contravention of supply chain manaaemenf 

Receivables from exchange transactions 

^ with GRApTrlil^P consumer debtors at amortised cost in accordance 
differentiate ^h1’ ^ ' ^^^dnition and measurement and did not 

R6 550^i8q^ relating to consumer debtors stated at R6 649 129 (2012- 

R6 560 189) in note 6 to the financial statements was necessary ^ 

Payables from exchange transactions 

R3 Sofrso^ffiOlt^RrsIs •“ fr°"' exchange transaction stated at 

Kd 304 750 (2012. R2 399 039) in the financial statements was necessary. 

Cash and cash equivalent 

^ %:counffng 2 " CashRow 

Consequently, SaX''rsreJu"vLeSvSeTb5l^2 oT5°207^"°" 

Value-added tax 

Provisions 

11. The municipality did not have adequate systems In place to maintain records of 

»30 953 (2012. R1 929 774) in the financial statements was necessary. 
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Investment propert 

12. The municipality did not recognise all property held to earn rentals or for capital 

Standard orGer^eram! property for current and prior year in accordance with 

Arirtifinncf SRAP 16, Investment property 

Additions to investment property were incorrectly recognised as property plant and 

equipmen . Consequently, investment property is understated by R1 405 115 and 
property plant and equipment is overstated by R1 405 1 15. Additionally there is a 
consequential impact on the surplus for the period and the accumulated surplus. 
Contingent liabilities 

13. The municipality did not disclose contingent liabilities in accordance with GRAP 19 
mvisions, Contingent Liabilities and Contingent Assets. The municipality has various 
lawsuits pending for current and prior year that were not disclosed. Consequently 
contingent liabilities were understated by R790 578 (2012; 790 578) 

Consumer deposits 

unable to obtain sufficient appropriate audit evidence to confirm the balance of 
consumer deposits due to the lack of evidence that management haT properly charged 
and accounted for all consumer deposits at the correct amount. I was unable to confirm 
’ disclosed by alternative means. Consequently, I was unable to determine 
adjustments relating to consumer deposits stated at R430 663 (2012' 

075) in the financial statements was necessary. 

Cash flow statement 

itatemeTdue to appropriate audit evidence regarding the cash flow 

statement due to the limitations placed on my audit of various components of the 

financial statements, I was unable to confirm the cash flow statement by alternative 
means. Consequently, I was unable to determine whether any adjustment relating to the 
cash flow statement in the financial statements was necessary. ^ 

Inventory 

16. The municipality did not recognise all current assets held for sale and current assets for 
veaf distnbution dunng the ordinary course of business for current and prior 

19 /ni '*''**’ Standard of Generally Recognised Accounting Practice GRAP 

fu\i erien/nf m 'nventory is understated. I was not able to detem^ine the 
Ariri»^nallf^'h® 'd inventories as it was impracticable to do so, 

accIlS^ consequential impact on the surplus for the period and the 

Employee benefits 

'■®®°9nise all employee post employment benefits meeting the 

G«lTognS A®"®''* 1°^ St3d of 

Dos7em^»rho 25, Employee benefit. Consequently 

post employment benefits are understated. I was unable to determine the full extent of 

Additfona'l^ Ss'" ®'^P'°y,n’ent benefits as it was impracticable to do so. 
accumulated ^ consequential impact on the surplus for the period and the 

Commitment 


18 . 


municfoa^i^l d id oPPi-opnate audit evidence for commitment as 

Tort ^ ^ ®'^®9oate systems and complete contract register to detect 

hvliS ^ oommitments in the disclosure note. I was unable to confirm the balance 

adiustr^en^re7at^''^ Consequently, I was unable to determine whether any 
adjustments relating to commitment in the financial statements were necessary 
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h/iatehal losses 


19 . 


I was unahiP In rnT ^ appropriate audit evidence regardina distribution losses 

was unable to confirm the full extent of distribution losses by alternative means. 

Consequen ly, I was unable to determine whether any adjustments relating to 
distribution losses in the financial statements were necessary. 

Related Parties 

<^isclose the aggregate remuneration of key management 
personnel and number of individuals, determined on a full time equivalent basis 

msnlT® this category, showing separately major classes of key 

PSAS ® 'description of each class in accordance with 

''e'^'inerafion of key management personnel is not 
detailed for each individual key management personnel. 

Unauthorised Expenditure 

21. During 2012 I was unable to obtain sufficient appropriate audit evidence about 
unauthorised expei^iture. I was unable to confirm the unauthorised expenditure by 

ri atiVioTn ' was unable to determine whether any adjustment 

relating to unauthorised expenditure stated at R8 017 144 was necessary. My audit 

°'i •'^®/'"®a“al statements for the period ended 30 June 2012 was modified 
areordingly^ My opinion on the current period's financial statements is also modified 

figures^® ‘'’® soniparabilify of the current period's 

Financial instruments 

22. The municipality did not disclose information on liquidity risks, maturity analysis and 
^nsitivity analysis and credit risk exposure In accordance with GRAP 104, financial 
instruments. Contrary to the minimum disclosure requirements, the municipality’s 

finanr!i7 risks and how these risks were mitigated were not disclosed in the 

financia statements. Furthermore, the municipality did not disclose gains or losses on 
thaMh ^ instruments, trade receivables overdue but not impaired, as well as the factors 
thP ^ considered in determining impairment. I was not able to determine 

misstatement of financial instrument disclosed In note 35 to the 
financial statements as it was impracticable to do so. 

Service in kind 

in'^WnTfnfBvf m place to maintain records of service 

, .»ir ^ .®’'®'J’Pl® a secondment of the finance advisor from National Treasury was 
utilised during the year but was not disclosed in the financial statements. 

Aggregation of immaterial uncorrected misstatements 

statements as a whole are materially misstated due to the cumulative 
effect of numerous individually immaterial uncorrecled misstatements in the followinq 

performance-^'"^ statement of financial position and the statement of financial 

• Expenditure reflected as R57 138 798 is overstated by R 106 415. 

• Intangible assets refelected as R67 050 is understated by R 136 584 

to confkm 1° “‘’‘f " appropriate audit evidence and I was unable 

to confirm the following elements by alternative means: 

General expenses of R342 279 as included In a balance of R7 077 897. 

Prepayments of R303 049 as included in the disclosed balance of R368 159. 

26. As a result, I was unable to determine whether any adjustments to the above mentioned 
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Disclaimer of opinion 

financial statements. or mgy, do not express an opinion on the 

Emphasis of matters 

-"“dified in respect of these 

Restatement of corresponding figures 
Matenal under spending of conditional grants 

Additional matter 

!narrs"“®"‘'°" *° ‘'’® in respect of these 

Material inconsistencies in other information included in the annual report 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

SSSSFSHS— 

Predetermined ob|erfivoc 

■* SS~ 

■ liSpsass—HSr 


Usefulness of information 
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tor managing programme penormance intonnauon 
equires thai performance targets be specific in clearly identifyina the nature and 
reqmred level of performance, A total of 100% of theLrgets were not spedfic^n clearf, 

hat rl^anfn """ °f P®rf°™ance. This was due ?o , he fact ' 

management was aware of the requirements of the National Treasury Frameworl- 

or managing programme performance information but did not receive the necessary ' 
training to enable application of the principles. necessary 

requifesThato^rfom^nrs^r^ ma/tag/ng programme performance information 

training to enable application of the principles. ^ 

reTuivltThaf Framewor/t for managing programme performance information 

requires that the time period or deadline for delivery be soecified A total of inno/ +k 

s ,Lr "" “5* ™ ™ 

was due to the fact that management was aware of the requirements of the wLlnnai 

recfiteThp'^^"’®'^°'^'^ Programme performance Information but did not 

ceive the necessary training to enable application of the principle. 

re'TuiT^ithaf MoatoTc/^^^^ fonmanag/gg programme performance information 

th2 aftl " ‘ indicators/measures should have clear unambiguous data definitions so 

the rnH^r f °° Consistently and is easy to understand and use A total of 100% of 

man Jli ^ Collected consistently. This was due to the fact that 

requirements of the National Treasury Framework for 
anaging programme performance information but did not receive the necessary 
training to enable application of the principles. necessary 

r^^uiyS'irmS fo;magagmg programme performance information 

theStor Mote rfCo/ nfm Produce 

Inw o. ♦ ** ^ indicators were not verifiable in that valid orocesse-? 

rinf te information on actual performance did not exist^his was 

^ mpliance with laws and regulations 

40 I performed procedures to obtain evidence that the municipality has comolied with 

r“ rmVft^re “® Seml't and 

Jl’pS'rt'ss' «o-~ Luis “ir 

Strategic planning and performance management 

41 The rnunicipality did not establish a performance management system that is in line 
with he priontip, objectives, indicators and targets conteild n rts!nteqrated 

thetnSn'’'TrH"''' and responsibilitfes of eacS^ in 

ir ^ L system, did not determine the frequency of reporting and the lines 

of accountability for performance, did not relate to the rrlunicipality's Smanrre 

linkew^t^Tif''* processes and did not provide for procedures by which the system is 

secbon astel'^nhp'if ‘‘®''®'°P'^ent planning processes, as required by 

s:;.s Sr r, r 


39 


6/10 
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Ine rnunicipai council did not review its integrated development plan annually in 
accordance with an assessment of its performance measurements in terms of section 

changing circumstances demanded, as required by section 34 - 
of the Municipal Systems Act and Municipal Planning and Performance Managernem 
Regulations 3. ^ 

43 The municipality did not establish mechanisms to monitor and review its performance 
management system, as required by section 40 of the Municipal Systems Act. 

Budgets 

44 Monthly budget statements were not submitted to the Mayor and relevant provincial 
treasury, as required by section 71(1) of the Municipal Finance Management Act. 

Annual financial statements, performance and annual reports 

45 The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the Municipal Finance 
Management Act. Material misstatements of non-current assets, current assets 
liabilities revenue, expenditure, disclosure items identified by the auditors In the 
submitted financial statements were subsequently corrected and/or the supporting 
records were provided subsequently, but the uncorrected material misstatements and/ 
or supporting records that could not be provided resulted in the financial statements 
receiving a disclaimer audit opinion. 

Audit committees 

46 An audit committee was not in place, as required by section 166(1) of the Municipal 
Finance Management Act. 

Internal audit 

47 An internal audit unit was not established, as required by section 165(1) of the 
Municipal Finance Management Act. 

Procurement and contract management 

48 Goods and services with a transaction value of below R200 000 were procured without 
Obtaining the required price quotations as required by Municipal Supply Chain 
Management regulation 17(a) & (c). 

49 Goods and services of a transaction value above R200 000 were procured without 

regulafionTg^ar^ Municipal Supply Chain Management 

50 Quotations accepted were from prospective providers who are registered on the list of 

providers and do meet the listing requirements prescribed by 
nif Supply Chain Management policy in contravention of Municipal Supply 

Cham Management regulation 16(b) and 17(b). ^ 

21 Sufficient appropriate audit evidence could not be obtained that bid specifications for 
procurement of goods and services through competitive bids were drafted in an 
unbiased ^nanner that allowed all potential suppliers to offer their goods or services as 
per required by Municipal Supply Chain Management regulation 27(2)(a). 

i2 Sufficient appropriate audit evidence could not be obtained that bid adjudication was 
always done by committees which were composed in accordance with Supply Chain 
Management regulation 29(2) ^ 

^ Ihf Procurement of goods and services 

above R30 000 as required by section 2(a) of the Preferential Procurement Policy 
Framework Act and Municipal Supply Chain Management regulation 28(1 ){a) 
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54 Sufficient appropriate audit evidence could not be obtained that contracts an-' 

quotations were awarded to bidders that scored the highest poinL rfhe evaluation 

Procurrnten, Policy 

required by section 11 6(2S°3th?MuSal^^^^^^^ 

sst~a=~Er“ 

nrnvideH* evidence could not be obtained that the prospective 

providers list for procuring goods and services through quotations were uodafed at 

were Invrtedto apSt'such ""h 

Municipal Supply Chain Management regulation 14(1)(a)fll) anyMC^'"'"'®"’®"*® 

Sufficient appropriate audit evidence could not be obtained that all contrartQ ahh 

Dmrnr awarded in accordance with the legislative requirements and a 

procurement process which is fair, equitable, transparent and clpS ^ 
anagement could not provide the supporting documentation. 

Human resource management and compensation 

Ml'icfpTlSs'Aa by section 66(1)(a) of the 


55 


56 


57 


58 


59 


61 


62 


Municipal Systems Act. 

IvaluTihe stSfSi^r "°I ®®‘®b'ished a process or mechanism to regularly 
Systems ®®‘®blishment as required by section 66(1)(d) of the Municipal^ 


63 


64 


man^qer dld^nrt t?rfn "’^"^9®"’® '^''■®b‘'y accountable to the municipal 

Munic^al SystSr “ as required by section 57(2)(a) of the 

IsterdCml^l^rn were not 

.,^./M::o£rRSSS*o^'r^ 

Regulations on Minimum Competency Levels reg14(2)(a). ^ 

SS'Sum '"fo^ation on compliance with 

Competenc7LSregT4?xSr"' Regulations on Minimum 

Expenditure management 

66 


65 


67 


68 


Money owing by the municipality was not always paid within 30 davs or an anroaw 
period, as required by section 65(2)(e) of the Mun^iparSnce Ma'nageme^ 

unauthorised expenditure / irregular 

Mu"niclpa7Finan'cfML%"e“^^^^ "'y ®®®‘'on 62(1)(d) of the 
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Aa""' "" Prance 

Conditional grants 

20(1) of the Division of Revenue Ac^ ®®p«°p 

as required by section 12(2)(c) of the Division of Revenue A^r 
Revenue management 

'' - place which 

section 64(2)(e) of the Municipal Finance ManagernfAcr 

munSitTwas^^^^^^^^^^ revenue due to the 

97(e) of the Municipal Finance Managlment Ad,’ 

Asset management and liability management 

assetsTas no7fn"S®a"s reS'bv for 

Management Act. ^ ^ ^ section 63(2)(a) of the Municipal Finance 

sl!.!o?6£)fcfo77he M r;‘"' ^09uired by 

section 63(2)(c) of the Municipal Finance Management Act. 

Consequence management 

32. Irregular expenditure incurred by the municipality was not investigated to determine ir 
^2™ MlJil^Fian^T^^^^^ requirements of section 

q ements of section 32(2) of the Municipal Finance Management Act. 

Irregular and fruitless and wasteful expenditure was not always recovered from the 
Itable person, as required by section 32 r 9 t of the m., ■ 7o-^ recovered from the 

viuMcu oy section 32(2) of the Municipal Finance Management Act 


33 


34 


Internal Confmi 

Sorman^e mp^rfa^ ^ ofoto-Ponts, annual 

msSt^irrr^ ar^^rdTo 

Leadership 
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76 


77 


78 


79 


adequate and 

monitored piace and that perrormance was 

eta^l'and'Co^Ihe and procedures to 

processes andTsponsMffiS “^jaclives, 

a'lTr:L“afcr.rS^^^^ i-Pleo-entadon of action plans to 

“=“=L~“ 

Financial and performance management 

■« "»«* P,.<»..in, .np 

r^Cfalfons"' with applicable laws and 

“ i" Titdr^s’nts.s.Tf? ssrr “ •"“■» "■•' « 

.nd tfc.1 . n.1, ,w«, „ «a„„ ^ o " 

functional during the established and 
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0€:<^eecGl 

Kimberley 
30 November 2013 
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